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General Business Conditions 


RADE reports since Labor Day have 

been of a reassuring character, and 

business men who consider that Sep- 

tember provides clues to fall and win- 

ter prospects see reasons for encour- 
agement. Although the general condition is still 
one of stability rather than clear-cut advance, 
signs of a modest pickup in orders have ap- 
peared. Whether the improvement is purely 
seasonal, or perhaps a little more, remains to 
be seen. In any event, it maintains confidence. 
Manufacturers, trade shows, and wholesale mar- 
kets report increased buyer interest. Consumers 
are still spending at near-record rates. The ex- 
traordinary activity in construction, both resi- 
dential and nonresidential, not only provides 
strong support to business, but is heartening to 
sentiment. 





Industrial production is still dragging along 
within a point or two of its spring low, as meas- 
ured by the seasonally adjusted Federal Reserve 
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index. Steel mills have increased their opera- 
tions and further gains in the fourth 
quarter. Some lines, including lumber and rub- 
ber goods, have stepped up activity, if only to 
make up for time lost during summer labor dis- 
eg But offsetting these gains, at least in part, 

as been the impact of early model changes in 
the automobile industry, which dropped weekly 
passenger car output to the lowest rate for any 
changeover period since 1949. 

The moderate improvement in new orders re- 
flects requirements to meet consumption rather 
than a departure from cautious buying policies. 
With goods plentiful and deliveries prompt, busi- 
ness men keep commitments short. At last re- 
ports, manufacturers were still paring inventories 
— but with a difference. During the first half of 
1954 factories had cut back most sharply on 
their stocks of purchased materials, while fin- 
ished goods stocks stayed near peak levels. That 
was reversed in July. Purchased materials stocks 
seem to have been brought reasonably well into 
line by midyear and during July they increased, 
while finished goods stocks dropped sharply. 

For all levels of production and distribution, 
the reduction in inventories (seasonally adjusted) 
during July was the largest since the decline 
started last October. As pointed out in last 
month’s Letter, continuing inventory liquidation, 
particularly in finished goods, does not preclude 
a pickup in general business, and in fact often 
accompanies the early stages of recovery. 


Fourth Quarter Prospects 


A good fourth quarter would redeem what, for 
many business men, has so far been an indifferent 
year. In addition, the direction in which the 
economy is heading at year-end will tell us much 
about what sort of a year 1955 is going to be. 

Retailers, especially in soft goods lines, expect 
sales in the rest of 1954 to equal, and possibly 
exceed, the corresponding 1953 levels. Many in- 
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dustrialists hope that, once the major automobile 
plants are back in production on 1955 models, 
the industry’s need for new cars, both to meet 
demand and to restock dealers, will carry steel 
producers, parts suppliers, and other manufac- 
turing lines along with it in a rise of production 
during the final months of the year. 

In the main, the answer to fourth quarter pros- 
pects lies largely in how consumers react to what 
is being offered them this fall. While retail busi- 
ness is good, merchants note that consumers are 
inclined to be choosy and to shop for values. If 
new models of cars and appliances and new ap- 
parel styles spur buying, it will illustrate once 
again the truth that there is always a market for 
attractive products presented at prices consum- 
ers are willing and able to pay. 


Stability or Stagnation? 

Certain groups have questioned recently 
whether the stability of the economy during 
1954 is not a reason for concern rather than 
confidence. They feel that the failure to snap 
back speedily to new record levels once bottom 
was touched implies a lack of vitality, from 
which they reason that stimulation is needed. To 
most observers, however, the level course of 
business appears to be a breathing spell in which 


the economy is shaking down, improving effici- 
ency, making price and inventory adjustments, 
and gathering strength for another rise. 


The recent stability of comprehensive meas- 
ures of business activity has been noteworthy in 


many ways. The over-all level of wholesale 
prices has stayed within a range of 1% per cent 
for nearly two years. Industrial production has 
moved almost horizontally since the start of the 
year, between 123 and 125 per cent of the 1947- 
49 —— Unemployment has shown no sig- 
nificant change since early April; the number of 
nonagricultural employes has varied less than 
1 per cent since mid-January, and personal in- 
come has stayed within that same range since 
last November. The gross national product —a 
comprehensive measure of all goods and services 
produced — was virtually unchanged between 
the first and second quarters, and there is no 
evidence of any substantial change since. In the 
aggregate, the picture of stability at a relatively 
high level is an impressive one. 

The important point is that this is stability and 
not stagnation. It is not the result of a uniform 
sidewise movement, but of the balancing out of 
opposing forces. On the downward side, the 

ief influences have been defense production 
curtailment and inventory reduction, together 


with lesser declines in business equipment pur- 
chases and consumer durable goods buying. On 
the upward side, there is no single outstanding 
feature; the housing and construction boom has 
been a persistent bright spot, but quantitatively 
it has offset only a small portion of the decline 
in other lines. 

The widely discussed “built-in automatic sta- 
bilizers” have helped to cushion the decline in 
income, although they did not stop or reverse it. 
The most recent data on personal income (July 
1954) show a decline from the July 1953 peak of 
$5.7 billion in wage and salary income, of which 
about two fifths was offset by unemployment 
insurance, veterans’ benefits, and similar pay- 
ments. Other “stabilizers”, including farm price 
supports and the tendency for withholding taxes 
to go down even faster than income, have also 
helped sustain spending power. The financial 
strength and liquidity of corporations, indi- 
viduals and lending institutions have kept the 
situation free of forced liquidation. 


The Government has taken responsibility for 
action in the economic sphere not by providing 
a “shot in the arm”, but rather by providing an 
atmosphere in which business men and consum- 
ers would go ahead. Tax reduction for indi- 
viduals maintained “disposable income” while 
total incomes declined. Tax reduction for cor- 
porations, tax reform to encourage investment, 
liberalized housing measures, and the assurance 
of an ample money supply all helped in main- 
taining stability. 

In part because of these influences, and in part 
because of long-term growth factors, the con- 
fidence of business men and consumers has been 
maintained. Capital investment holds at a high 
rate. A nation scheduling a 4 per cent increase 
in manufacturing capacity in 1954, and spending 
many more billions to expand transportation, 
utilities, and commercial facilities, is anything 
but stagnant. Consumers who spend and save 
about as usual are anything but depression- 
minded. 


It is this combination of confidence and stabi- 
lizing influences which has allowed the nation 
to cut back its defense program and business to 
reduce its inventories with a minimum of pres- 
sure on income or employment. The forces 
which are expected to assist recovery are essen- 
tially long-term in nature —rising population, 
research, improving standards of living, the 
emergence of new products. As such, they argue 
for a gradual and sustained growth in business 
rather than a rapid upsurge. 





was wa wee ’ 


VM 


' \w 


LE er ". * 





Opportunities for Capital Investment 


The immense business investment in capital 
goods since the end of World War II has con- 
tributed immeasurably to our postwar prosperity. 
In the past nine years, expenditures for new non- 
farm plant and equipment have totaled more 
than $200 billion. Nothing even approaching 
this rate of spending has ever before been known. 

The rate of investment by industry in build- 
ings, machinery, and other facilities vitally af- 
fects the nation’s economic health. In the short 
run, construction and production of capital goods 
provide jobs for millions of workers and gene- 
rate purchasing power. In the long run, the 
plant and equipment now being turned out will 
supply the goods, and the employment, of the 
future. New and better productive facilities are 
the sources of gains in productivity and of higher 
living standards. A changing, growing economy 
needs and calls forth a high rate of capital in- 
vestment. 


In the past capital goods industries have ex- 
perienced wide swings from prosperity to de- 
pression. Whether these swings cause or reflect 
cyclical movements in the rest of the economy is 
always debatable, but the ups and downs of 
capital goods are almost always much greater 
than those in the economy as a whole. It is too 
early yet to tell whether this feast-or-famine 
pattern is becoming more moderate, but there 
is general agreement that more regular invest- 
ment patterns are a desirable economic goal. 





Recent Trends in Capital Expenditures 

The accompanying chart shows new plant and 
equipment purchases by nonfarm businesses 
during the postwar period. The data are com- 
piled by the Securities and Exchange Commis- 
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sion and the Department of Commerce; the 1954 
figure is based on a survey, made in August by 
these agencies, of what business men are plan- 
ning to invest during the remainder of the year. 

Capital goods spending has held up well in 
1954. In August, business men reported that 
they expect their investment in new plant and 
equipment to total $26.7 billion this year, about 
6 per cent less than in record-breaking 1953, but 
more than in 1952 or any previous year. Quar- 
terly figures show a steady decline from the 
$28.9 billion peak (seasonally adjusted annual 
rate) in the third quarter of 1953. In the fourth 
quarter of this year, business men plan to spend 
at the rate of $26.0 billion; the decline of 10 per 
cent from last year’s peak is the same as the drop 
in industrial production. 

The surveys show an encouraging firmness in 
investment plans. Actual expenditures in the first 
quarter of 1954 were somewhat below expecta- 
tions, but for the last three quarters of the year 
they will be almost exactly the same as business 
men planned to spend when questioned last 
February. This disposition to go ahead despite 
lower production and orders is a welcome an- 
swer to those who suspected that industry might 
cut outlays sharply once a business decline set 
in. 

Has Industry Over-Expanded? 


Some wonder whether this heavy investment 
has been building up excess capacity and setting 
the stage for a slump in the capital goods indus- 
tries. Tentative estimates by McGraw-Hill show 
an increase of more than two thirds in manu- 
facturing capacity between early 1946 and the 
end of 1953. That is an average growth of 7 per 
cent per year. However, industrial expansion 
has been slowing down. The scheduled growth 
in 1954 is little more than half the earlier rate. 
Capacity can hardly be expected to continue 
rising as it did under the impetus of postwar 
backlogs and of the Government-stimulated ex- 
pansion during the Korean War. 


Even with a slower rate of growth, industrial 
expansion will remain a major factor in the de- 
mand for capital goods. Research is continually 
creating new products and new techniques, mar- 
kets are expanding with growing population and 
rising living standards, and some product lines — 
even whole industries—are just beginning to 
grow. In these quarters, capacity is likely to 
continue increasing. Overcapacity is hardly ever 
a universal problem; at the same time that some 
lines hesitate other lines are expanding. 


Even when an industry appears fully de- 
veloped, further expansion may occur. Business 
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men with faith in their ability to increase sales 
will continue adding to capacity. Some firms will- 
ingly risk a temporary excess in order to maintain 
or improve their long-run competitive position; 
the automobile industry provides examples. Other 
firms seek to diversify by adding new product 
lines. In certain strategic industries, building of 
excess plant has been officially encouraged; 
facilities needed for mobilization but likely to 
be excessive in peacetime have received Gov- 
ernment aid in the form of rapid amortization 
allowances. This program is still a potent force 
although the Korean War ended more than a 
year ago. Projects receiving rapid amortization 
accounted for over one sixth of total plant and 
equipment outlays in the first three quarters of 
1954, and there was still a backlog of about 5% 
billion dollars’ worth of work as of September 
80, 1954, with more new projects being approved 
every month. 


Growing Replacement Demand 


In any case, the over-all demand for capital 
goods is far broader than the need for new man- 
ufacturing capacity. In 1954, according to the 
McGraw-Hill survey, manufacturers plan to put 
only 43 per cent of their expenditures into ex- 
pansion projects and 57 per eent into moderni- 
zation. Demand for capital goods for moderni- 
zation or replacement rises as the nation’s total 
stock of capital goods grows and the tempo of 
technological change increases. Despite the 
huge capital investments of recent years, a sur- 
prisingly large proportion of the economy's 
productive equipment is over-age or obsolete. 
Companies realize the need to utilize the most 
efficient machinery and processes and plant lay- 
out if they are to keep moving ahead. 


Like a consumer shopping for a new car, a 
business man replacing equipment does not 
necessarily wait until it is worn out; new fea- 
tures, greater capacity, and improved design 
make old machines and old cars obsolete. Even 
more important is the opportunity to increase 
efficiency and cut costs. Rising wages encourage 
the installation of labor-saving machinery. New 
plant and equipment often pays off not only in 
lower unit costs but in better control over qual- 
ity and in better working conditions. 


Essentially, the opportunity to cut costs by 
adopting the latest capital goods and techniques 
is the key to economic progress. The ability to 
sell a lower priced or better quality product 
helps to broaden the market, increase over-all 
demand, and pave the way for higher living 
standards. It is the reason why investment in 
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capital goods increases rather than decreases 
employment opportunities over the long run. 


Over-all Demand for Capital Goods 

Capital expenditures by nonmanufacturing in- 
dustries have been even heavier than those in 
manufacturing during the postwar period. In 
the first eight months of 1954, construction of 
warehouses, offices, stores, and other commercial 
buildings was up nearly one third over the same 
period of 1953, although factory building was 
down 11 per cent. The growth and shifting of 
population and industry have necessitated heavy 
capital outlays by utilities and communications 
companies. However, the backlog of demand 
has been whittled down substantially from the 
immediate postwar period; in particular, rail- 
roads, which have substantially completed their 
modernization programs, cut new investment 
over one third in 1954. 


The demand for all types of plant and equip- 
ment, manufacturing and nonmanufacturing 
alike, has been the subject of extensive research 
by the Machinery and Allied Products Institute 
(MAPI). A study published early this year con- 
cluded that: 


Postwar plant and equipment expenditures combined 
have accounted for no more than a normal percentage 
of the gross private product. In view of the low level of 
these expenditures in the preceding depression and war, 
and the Tediiee of deferred demand accumulated during 
this period, this is obviously much less than might seem 
to be called for. Certainly there is no suggestion in these 
combined figures of any excessive investment since the 
war, nor is there any indication that the recent rate is 
not sustainable in the future. 

Somewhat similar views were voiced in 1952 
by the staff of the Congressional Joint Committee 
on the Economic Report, who listed plant and 
equipment outlays among “The Sustaining Eco- 
nomic Forces Ahead”. Replacement require- 
ments alone are expected to sustain a substantial 
level of business investment; even some of the 
early postwar capital goods are now becoming 
obsolescent. Retirement of plant and equip- 
ment is estimated by MAPI to rise from $14.5 
billion in 1954 to $19.5 billion in 1960 and $32.5 
billion in 1975. 

Potential needs for capital goods in the years 
ahead may be demonstrated mathematically, but 
three major variables will govern the actual 
investment rate, namely, the level of industrial 
earnings and the corresponding attractiveness or 
unattractiveness of industrial investment; the 
availability and cost of funds; and the willing- 
ness of business men to go ahead. From the 
financial standpoint, depreciation reserves will 
provide an increasingly large source of funds, 
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particularly in view of accelerated amortization 
of defense facilities and the more rapid write- 
offs provided by the new tax bill. 


There is increasing evidence that many busi- 
nesses are taking the longer view and not radi- 
cally curtailing their investment programs at the 
first sign of a drop in sales. During 1954, large 
automotive and electrical machinery corpora- 
tions have announced projects covering several 
years and involving hundreds of millions of dol- 
lars. Large firms naturally find it easier than 
smaller companies to take the long view. The 
SEC reports that manufacturing corporations 
with assets of $100 million or more have 
scheduled capital outlays in 1954 at about the 
same rate as in 1953, although the total for all 
manufacturing concerns is down 8 per cent. But 
even the long view is no assurance against sub- 
stantial fluctuations; among the firms which plan 
several years ahead, McGraw-Hill found flexi- 
bility for adjusting plans up or down by as much 
as 40 per cent if business conditions change. 


Machinery firms have often complained that 
too many manufacturers make investment de- 
cisions unscientifically, with sometimes no more 
than a hunch or rule of thumb to guide them. 
In the end, there is no substitute for sound 
business judgment, but it can be greatly aided 
by careful and systematic analysis of how each 
plant can best utilize the latest fruits of tech- 
nological progress. 


Over-all stabilization of capital expenditures 
is not yet a practical objective. Business men 
are, in many cases, moving closer to that goal, 
however, and it takes courage and faith in the 
steady growth of markets to do so. It is not too 
much to hope for a more dynamic program of 
capital replacement and expansion suitable to 
our expanding economy. As stressed in the MAPI 
study, “Dynamic Equipment Policy”: 

A dynamic equipment policy means a dynamic econ- 
omy. It means a more rapid increase in the standard of 
living and in national well-being. It means a better com- 
petitive position in international trade. It means greater 
strength and security as a world power. 


Treasury Borrowing 


Moving to cover its deficit, the Treasury on 
September 20 announced plans to borrow $4 
billion by the sale of 15s per cent Treasury notes 
dated October 4 and due two years seven and 
one-half months hence or on May 15, 1957. The 
new notes encountered a good demand, mainly 
from banks which found that the term filled a 
gap in their maturity schedules and that the rate 
was better than they could get in the market 
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without accepting a 1958 or later maturity and 
greater risk of price depreciation. The issue also 
had appeal to some corporations as a medium 
of investment for reserve funds not likely to be 
needed over the next year or two. 

A total of $8.2 billion subscriptions was racked 
up, most subscribers guessing in advance that 
allotments would run somewhere around 50 per 
cent. As it turned out the Treasury allotted ex- 
actly 50 per cent on subscriptions of $100,000 
or more. Subscriptions for lesser amounts were 
allotted in full up to a maximum of $50,000. 
Trading on a when-issued basis during the last 
week of September, the new 1%s sold at par or 
negligible premiums indicating that the Treas- 
ury had about exhausted available buying power 
at this rate and term. The issue attracted little 
speculative “free-riding,” eliminating any sizable 
problem of secondary distribution. 

This financing takes the Treasury most of the 
way through its borrowing program to supple- 
ment the comparatively light flow of tax reve- 
nues during the July-December period. It will 
be recalled that $3.7 billion was borrowed Au- 
gust 2 on a sale of 1 per cent tax anticipation 
certificates due March 22, 1955. An additional 
$2 billion may be required before the surplus 
revenues of the January-June period begin to 
flow in. The Treasury has already anticipated 
this surplus of revenues by the sale of the tax 
anticipation certificates and the surplus will be 
further tapped by heavy maturities of nonmar- 
ketable Savings notes. 


Seasonal Swings in Debt 


Debt retirement in the January-June period 
will serve to pull the public debt, now raised to 
about $279 billion, down below the $275 billion 
limit which comes back into effect on June 30, 
1955. The new issue of Treasury notes, and 
further financing that may be required in the 
months directly ahead, are covered under a tem- 
porary increase in the debt limit to $281 billion 
granted by Congress to accommodate the financ- 
ing of the seasonal deficit. The problem is posed 
for the first session of the 84th Congress, meet- 
ing in January, whether to grant a permanent 
increase in the debt limit— sought by the Ad- 
ministration to allow a longer time to get the 
budget back into balance —or to whack appro- 
priations with such vigor as to eliminate the need 
for a permanent increase. In the meantime, the 
debt limit, while inconveniencing fiscal manage- 
ment, serves as a constant reminder to public offi- 
cials of the necessities for pruning expenditures 
and rebalancing the budget. 
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Tax anticipation borrowings have been a regu- 
lar feature of Treasury financing since 1951. 
Apart from these temporary expedients, Treas- 
ury cash borrowings on marketable obligations 
have moved successively shorter, and toward 
progressively lower rates, over the past year and 
a half. As the following table shows, cash bor- 
rowings in 1954 have had terms under five years 
and rates under 2 per cent. The radical drop in 
rates reflects the easy money policy invoked by 
the Federal Reserve to combat the recessionary 
drift in business; the total abstinence from long- 
term financing, despite the most favorable con- 
ditions for such borrowings since 1950, reflects 
a paralleling effort, through public debt man- 
agement, to support employment opportunities 
by leaving the whole flow of new savings to find 
its way into other channels— mortgages, bonds 
issued by State and local government authorities 
to finance highway and other improvements, and 
corporate stocks and bonds. 


Treasury Cash Borrowings*, Calendar Years 1952-54 
(Dollar figures in billions) 


Issued Rate 
1952 


July1 2% Bond due 6/15/1958 


Type of Security Term Amount 


5 yrs. 1144 mos. 


8% Bond due 6/15/1978-83 


80 yrs. 144 mos. 
2% Bond due 9/15/1961 


Tyrs.10 mos. 
1% Note due 2/15/1959 4yrs. 9 mos. 
Note due 5/15/1957 2 yrs. 714 mos. 

* Exclusive of borrowings on Treasury bills, tax anticipation 
bills and certificates, and nonmarketable obligations. 

The change in debt management policies — in- 
volving a temporary de-emphasis of the plan to 
stretch out maturities — has been somewhat less 
severe than this table on cash borrowings would 
indicate. The process of refunding maturities 
this year has pushed $18 billion of the debt out 
into the 1958-61 zone, and another opportunity 
of this kind will present itself in December when 
$17 billion maturities come up. 


In the over-all record the most striking feature 
is the absence of any further long-term offerings 
following the initial sale of thirty-year bonds in 
May, 1953. Primarily under the influence of 
demands from pension funds, which have no 
direct access to the mortgage market, these 
bonds have been trading at 110 or better all 
summer. The stabilization of business suggests 
the wisdom of designing further offerings of long 
boads to utilize these demands to improve the 
structure of the public debt. 


It is a pity to have the whole force of pension 
fund reserve accumulations exhaust themselves 
driving up prices of already outstanding bonds 
and investment grade stocks. 


The Budget, Taxes, and the Dollar 


The Bureau of the Budget on September 14 
released its summer budget review which reflects 
actions taken by the 83rd Congress during its 
second session as well as other developments 
affecting Federal Government income and outgo. 
The following table compares the new estimates 
of revenues and expenditures for the fiscal year 
ending June 30, 1955 with the figures originally 
projected in the President's budget message last 
January. Figures for fiscal ’53 and fiscal ’54, also 
given, show the progress in expenditure-cutting 
over the past two years. 





U.S. Government Budget Expenditures, Receipts and 
Public Debt for Fiscal Years Ended June 30 


(In Billions of Dollars) 


Fiscal Fiscal ——Fiscal 1955—— 
1953 1954 Jan. Est. Sept. Est. 


Expenditures ———__. $ 74.3 § 67.6 $65.6 $ 64.0 
Receipts ance 64,8 64.6 62.7 59.8 


Deficit 9.4 3.0 2.9 4.7 
Public Debt, June 80. $266.1 $271.8 $273.0 $274.5 

The estimate of fiscal ‘55 expenditures is put 
at $64 billion, $1.6 billon below the January pro- 
jection, $3.6 billion below the actual total for 
fiscal 54 which ended June 30, and a full $10 
billion below fiscal 53 which was the high-water 
mark for federal spending since World War II. 
On the other hand, the revenue estimate is low- 
ered by $3.4 billion to $59.3 billion in compari- 
son with the January estimate. This reflects the 
unplanned $1.1 billion reduction in excise taxes, 
put in force last April 1, and the influence of the 
1954 decline in business profits on prospective 
income tax receipts. 

The drop in the revenue estimate, outrunning 
the curtailment in expenditures, widens the defi- 
cit expectation from the $2.9 billion anticipated 
in January to $4.7 billion. The deficit had been 
narrowed from $9.4 billion in fiscal 53 to $3.0 
billion in fiscal 54. In a joint press conference 
with Budget Director Rowland Hughes, Secre- 
tary of the Treasury George M. Humphrey noted 
that the deficit figure is an interim estimate 
which (he said) “we will work every day and 
every week and every month to reduce”. Thus, 
there is still room for hope that the deficit actu- 
ally realized by next June 30 can be below the 
$5 billion dimensions now in prospect. 





Savings in Defense 


National security outlays, reduced $3 billion 
from the January estimate and $4.3 billion from 
the actual total for fiscal 54, account for the 
drop in total expenditures. As the following 
table brings out, outlays under other programs 
show a mixture of increases and decreases. 
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U.S. Government Budget Expenditures by Major Programs, 
Fiscal Year Ended June 30, 1955 


(In Millions of Dollars) 
Changes from 


Sept. Jan. 1954 
Est. Est. Actual 


National security $41,900 
Veterans’ services & benefits 4,422 
International affairs & finance... 1,144 
Social welfare 1,935 
Housing & community development. 367 


Education and research — 837 
Agriculture 2,841 
Natural resources RR a FO 
Transportation & communication... 1,780 
Finance, commerce & industry. 42° 











Labor and manpower WW. 829 
General government —————.._ 11,159 
Interest 6,635 
Reserve for contin i 15 














Total $63,968 
* Deduct, excess of repayments and collections over expenditures. 


Inasmuch as national security outlays account 
for two thirds of the budget, big cuts in expendi- 
tures have demanded a more economical defense 
program. The savings here are being accom- 
plished among other things by a reduction, from 
January, 1953 to June, 1955, of 230,000 in the 
number of civilian employees in the Department 
of Defense, by working off excessive accumula- 
tions of inventories, and generally by “applica- 
tion of improved management techniques’. The 
Budget Review states: 

By a realistic reexamination of requirements for major 
items of equipment and the revision of production 
schedules both as to quantity and time of delivery, a 
balanced position has been obtained whereby at a lower 
total cost the necessary flow of materiel is maintained for 
mobilization reserves and current needs and at the same 
time our production potential is kept in readiness for 
future needs. 

These reduced expenditures, the Review as- 
serts, will still finance the continued acquisition 
of large quantities of modern weapons and elec- 
tronic warning equipment, permit an expansion 
in military reserve forces, add substantially to 
military public works, assure continuation of all 
essential research and development activities, 
and in general “support the most powerful and 
efficient fighting force the United States has ever 
maintained short of war”. 


Other Programs 

Apart from national security, the main reduc- 
tions are in the finance, commerce and industry 
category, where receipts from liquidation of RFC 
and other business-type assets now counterbal- 
ance outlays on other accounts, and in the item 
of international affairs and finance where re- 
duced economic aid to foreign countries is the 
controlling factor. Interest on the public debt 
is figured at $240 million below the original esti- 
mate — a consequence of the easy money policy 
invoked to combat the recessionary trend of 


business — but $176 million above fiscal ’54—a 
consequence of the increase in the debt. 


Programs costing more than in fiscal ’54 and 
also more than was envisaged last January for 
fiscal 95 are mainly those for housing and com- 
munity development, agriculture, transportation 
and communication, and veterans. The increase 
for housing reflects the virtual completion during 
fiscal ’54 of the Public Housing Administration’s 
program of reselling its holdings of local housing 
authority bonds, an expanded mortgage pur- 
chase program for the Federal National Mort- 
gage Association, and the broadened slum clear- 
ance program under the Housing Act of 1954. 


The increase for agriculture is a result of near- 
record crop production in combination with the 
system of high, rigid price supports; the benefits 
from the new farm legislation enacted by Con- 
gress will be deferred to fiscal ’56 and subse- 
quent years. Heavier expenditures in the trans- 
portation and communication category come 
mainly from expansion of the highway and mer- 
chant shipping programs and initial outlays for 
the St. Lawrence Seaway. Within this category, 
improved techniques instituted by the Postmas- 
ter General are expected to cut the postal deficit 
further from $468 million to $324 million. The 
item for veterans is enlarged by their growing 
numbers as well as by increased compensation 


for disability and death. 


Military and Economic Strength 


Twice in the Twentieth Century the public 
debt and taxes have risen out of hand in response 
to insatiable demands of the Federal Treasury 
for money to spend: from 1914 to 1919 including 
World War I; and from 1933 to 1945 including 
the depression and World War II. This familiar 
old pattern re-emerged in 1950 when the Korean 
attack gave the lie to Communist professions 
of peaceful intentions and forced rearmament 
upon nations weary of war but determined to 
protect themselves. From $33 billion in fiscal *48 
government expenditures rose steeply. President 
Truman’s final budget messages proposed tower- 
ing figures of $85 billion for fiscal 53 and $78 
billion for fiscal 54. The national debt expanded 
from a postwar low of $251 billion on June 27, 
1949 to $271 billion on June 30, 1954. Revenue 
legislation in 1950 and 1951 raised taxes to levels 
rivaling or surpassing the exactions imposed 
toward the end of World War II. Price controls 
were installed in an attempt to prevent rising 
government expenditures and taxes from having 
their natural consequences of watering down the 
value of the dollar. 
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Areas of armed conflict and saber-rattling have 
moved about — from Iran to Berlin to Korea to 
Indo-China. American forces today are nowhere 
actively engaged. Nevertheless, the threat of 
broader conflict is ever-present and may con- 
tinue indefinitely. Under the circumstances peo- 
ple are disinclined to accept the harsh taxes and 
disciplines of a wartime economy which trespass 
upon our valued freedoms and interfere with the 
normal processes of employment, trade, savings 
and investment. As President Eisenhower stated 
in his initial message on the State of the Union 
in January, 1953: 

The great economic strength of our democracy has 
developed in an atmosphere of freedom. The character 
of our people resists artificial and arbitrary controls of 
any kind. Direct controls, except those on credit, deal 
not with the real causes of inflation but only with its 
symptoms. In times of national emergency, this kind of 
control has a role to play. 


Our whole system, however, is based upon the assump- 
tion that, normally, we should combat wide fluctuations 
in our price structure by relying largely on the effective 
use of sound fiscal and monetary policy, and upon the 
natural workings of economic law. 

“Our military strength and our economic 
strength,” the President has pointed out, “are 
truly one—and neither can sensibly be pur- 
chased at the price of destroying the other.” As 
Budget Director (then Deputy Director) Hughes 
said a year ago: “Since we live in an age, rather 
than in an instant, of peril, it behooves us to 
measure, as well as to marshall our resources, 
and to appreciate how real is the possibility of 
spending ourselves into defeat in a series of 
alarms and frenzies.” 


The American Assembly, composed of leading 
citizens from many walks of life, meeting in 
May, 1952 to discuss inflation, concluded that 
“throughout history the greatest single cause of 
inflation has been huge government spending, 
accompanied by unbalanced budgets generally 
caused by war conditions.” It is easier to let a 
budget — personal or government — get out of 
hand than it is to get it back under control. 
But the job has to be done if we are to enjoy a 
prosperous and orderly economy. 


A Turning of the Tide 

The accompanying two charts portray the 
turning of the tide of the U.S. budget. Congres- 
sional appropriations, swollen to $91 billion for 
fiscal °52, have been worked down to a pros- 
pective $57 billion for fiscal ’55. Unspent appro- 
priations, after touching a peak of $79 billion on 
June 30, 1953, have responded to the cutbacks in 
appropriations and by June 30, 1955 are expected 
to be down to $58 billion. As the lower chart 





shows, expenditures, once programmed at $85 
billion for fiscal 58, struck an actual peak of $74 
billion in that year, and since then have been 
worked down $10 billion to the prospective $64 
billion for fiscal ’55. 
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President Eisenhower, reporting on the results 
for the year ended June 30, 1954, stated that 
“we have come over two-thirds of the way 
toward balancing the budget” and pointed out 
what the fiscal achievement means to the Ameri- 
can people: 

(1) We have made possible a program of tax cuts 
totaling $7 billion. 

(2) We have halted inflation. The purchasing power 
of the dollar has varied only one half of one cent in the 
past 12 months. 

(8) Our people have new confidence. We are laying 
a firm base for a healthy and expanding economy for 
better national security, and for jobs for more people. 
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FLUCTUATIONS IN THE VALUE OF THE DOLLAR, 1910 - 1954 


Measured from 1910-13 by Paul Douglas’ Index of the Total Cost of Living for Workingmen and from 1913-54 by the Bureau of 
Labor Statistics’ Index of Prices of Consumers’ Goods. 


1913 Dollar = 100 Cents (Logarithmic scale to show proportionate changes.) 





What halting inflation has meant is brought 
out in the long-term chart showing the shrink- 
age in the buying power of the dollar over the 
past forty years. There has been no desire on 
the part of the Administration to inflict the pains 
of deflation to recover buying power for the dol- 
lar. The accepted goal has been to level out and 
it is being achieved. Granted unremitting and 
fruitful efforts to keep expenditures on a down- 
trend, any upsurge in business can swell the 
revenue flow, wipe out the moderate deficit now 
in prospect, and set the stage for further tax cuts 
and debt retirement. 


The curtailment of government expenditures, 
alongside cyclical inventory reductions, inevit- 
ably has been an influence toward business con- 
traction this year, and some are saying that 
outlays should be increased to provide more 
jobs. This view tends to overlook the help of the 
associated tax reductions in moderating the reces- 
sion as well as the temporary character of in- 
ventory adjustments. To give way on government 
expenditures is not only to undermine the pros- 
pects for further measures of tax relief so uni- 
versally desired but also to give impulse again 
to the crushing wheels of inflation. ‘ 


It is to be hoped that the Administration and 
Congress will hew to the course so well begun 
and so clearly in the interests of orderly eco- 
nomic progress and the welfare of free people. 


Trends of U.S. Foreign Trade 


The question asked with apprehension a year 
ago as to how U.S. foreign trade would react to 
a business recession here can now be answered 





at least in part. From the figures available for _ 





the first seven months of 1954, the showing has 
been much better than generally expected. The 
decline in U.S. imports that began in the late 
spring of 1953 was moderate and reached a low 
point during the first quarter of 54. At the same 
time, commercial exports have been buoyant 
under the influence of booming business activity 
in Western Europe. 

The strong trend of exports evidently will leave 
the U.S. with a greater trade surplus in 1954 than 
in 53. As this, however, will be more than offset 
by military, tourist, and investment outlays 
abroad, the accumulation of gold and dollars by 
foreign countries resulting from their transac- 
tions with the United States promises to con- 
tinue, albeit at a somewhat reduced pace. 
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U.S. Foreign Trade by Half Years at Annual Rates 
In the case of exports, a decline in military 
shipments will apparently leave the total short 
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of the 1953 record of $15.8 billion. Military and 
strategic goods shipments under the Mutual De- 
fense Assistance Program are gradually declining 
from last year’s peak of $3.5 billion and, as 
shown in the table, the total of $1.6 billion for 
the first seven months of this year was $750 
million less than a year ago. 


U.S. Exports by Main Divisions 
(In Millions of Dollars) 


12 Months —7 Months— 
1951 1952 1953 1953 1954 


Total Exports ........ $15,032 $15,191 $15,764 $9,472 $8,986 
Less: Military aid. 1,065 1,988 8,511 2,366 1,615 


Equals: Commercial 
exports* ......... 18,967 18,208 12,2538 7,106 17,371 
of which: 
Agriculturalt . 4,040 3,431 2,848 1,576 1,700§ 
Non-agriculturalf 9,774 9,620 9,291 5,458  5,593§ 
Exports by Selected Groups by Half Yearst 
(In Millions of Dollars) 


—1952— —1953—. 
1st 2nd Ist 2nd 
Half Half Half Half 
Agricultural Exports: 
Cotton 272 245 





Fats and oils 98 154 

Wheat 

pS ae 139 202 
Non-agricultural Exports: 


Steel mill products 

Petroleum and products... 

Coal and products .. 

, eee eee 

Motor vehicles and parts... 

Crete cetnencmnnne 

Textile manufactures — 

Wood and paper 190 127 184 


* Including the special categories paid for by foreign coun- 
tries. f Excluding re-exports. Excluding all special cate- 
gories. § Partly estimated. 

In contrast, commercial exports have held up 
and, if the present rate is maintained, the 1954 


total may exceed last year’s $12.2 billion. 


Imports, while reduced, seem likely to hold 
within 5 per cent of the $10.9 billion total for 
58. Thus, the surplus of commercial exports 
over imports — $1.3 billion in the first seven 
months — may run to $2 billion or more for the 


full year, against $1.4 billion in ’53. 


Boom in Western Europe Helps Exports 

Two factors contributing mainly to boost 
U.S. exports have been the high level of busi- 
ness activity in Western Europe and the continu- 
ing improvement in Europe's gold and dollar 
position. This reserve buildup has permitted 
abolition or relaxation of discriminatory barriers 
against dollar goods in West Germany, the Neth- 
erlands, Belgium, Austria, Greece, and Sweden. 
In Great Britain, the official moves toward con- 
vertibility have made it possible for traders in 
many leading commodities to purchase more 
freely in the cheapest markets. 

Agricultural exports have benefited particu- 
larly. Cotton has enjoyed a price-quality advan- 
tage relative to most forefgn growths, and its 





sales have been facilitated by the extension of 
credits. Exports of fats and oils also expanded 
materially. Tobacco, wheat, and feed grain ship- 
ments were smaller, but agricultural exports as a 
whole showed an increase from the postwar low 
recorded during the first half of ’53. 

Gains in non-agricultural exports were wide- 
spread. Sales of copper and other nonferrous 
metals were aided by the removal of import 
controls in Europe. Increases were registered in 
exports of chemicals and of automobiles and 
parts. Exports of electrical, construction and 
mining machinery, household appliances, and 
steel products, on the other hand, were some- 
what below the first half of 53 though above the 
second. 

Import Trends 

Agricultural imports as a class held about 
even with the January-June ’53 level and above 
July-December. Reflecting rising prices and sus- 
tained demand, the U.S. paid more for coffee, 
cocoa and tea in the first half of this year than 
ever before. While prices have receded from 
their peaks, the volume of imports has been 
heavier in recent months. Sugar imports have 
been running ahead of the ’53 levels, but crude 
rubber and raw wool imports have been lower. 

The broad non-agricultural category of imports 
declined 8% per cent in the first half of this year. 
Imports of petroleum and its products ran higher 
than in 53, but there were declines in most 
other main categories, including nonferrous 
metals, paper and pulp, steel mill products and 
textiles. Imports of machinery and vehicles, 
while below the first half of 53, were otherwise 
the largest for any half year on record. 

U.S. Imports by Main Divisions 
(In Millions of Dollars) 


12 Month —7 Months— 
1951 1952 1953 1953 1954 


Total Imports ———. $10,817 $10,747 $10,779 $6,459 $6,099 
of which: 

Agricultural .... 5,179 4,519 4,184 2,586 2,510* 

Non-agricultural.. 5,638 6,228 6,595 $8,923 8,589* 





Imports by Selected Groups by Half Years 
(In Millions of Dollars) 


—1952—  ——1953-—— 
Ist 2nd 
Half Half 
Agricultural Imports: 
119 
701 
235 
412 
198 














Non-agricultural Imports: 
Textiles and manufactures... 254 
Wood and paper products..mi610 
Petroleum products ........u 848 

Nonferrous metals and 
ER | 
Steel mill products... 98 
Machinery and vehicles.t.. 182 


* Partly estimated. 
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Buildup in Foreign Reserves 

Despite the continuance of a U.S. trade sur- 
plus, foreign countries acquired some $760 million 
in gold and dollar balances from transactions 
with the U.S. during the first half of 1954, ac- 
cording to Department of Commerce data. This 
compares with $1.2 billion in the first half of ’53 
and $2.8 billion for the full year 53. In addition 
foreign reserves benefited from acquisitions of 
newly-mined gold and gold sales by Russia. 


U.S. tourist spending, payments for other ser- 
vices, and private capital outflow have all helped 
make more dollars available abroad to offset our 
trade surplus. But the main nontrade source of 
dollars for foreign countries has been outlays 
of the U.S. Government, and of U.S. armed 
forces stationed abroad, which may be expected 
to continue at a high level. 

While total military aid expenditures in fiscal 
‘55 are expected by the Bureau of the Budget 
to decline from $3.5 billion to $3.8 billion, there 
has been an increase in the proportion expended 
for equipment produced abroad (offshore pro- 
curement) and special dollar allocations. 


These vast military commitments have directly 
affected foreign gold and dollar accumulations. 
Among the favored countries have been France, 
Japan, West Germany, and to a lesser extent 
Great Britain, Canada, Italy and Turkey. Dis- 
tribution of U.S. economic aid also has been a 
factor. While eleven European countries have 
moved off the economic aid list as a result of 
progress toward self-support, expenditures in 
the Far East are expected to increase as a result 
of Korean reconstruction and some increases in 
aid to underdeveloped areas. 


A Wider Flow of Trade and Money 


At the ninth annual meetings of the Inter- 
national Monetary Fund and World Bank in 
Washington, September 24-29, the assembled 
finance ministers and central bankers heard the 
Managing Director of the Fund, Mr. Ivar Rooth, 
commend the progress toward easing restrictions 
on payments and imports and offer stand-by 
credit facilities to nations undertaking to make 
their currencies freely convertible into dollars. 


Mr. R. A. Butler, the British Chancellor of the 


Exchequer, asserted that “further decisive and 
irreversible steps to freedom must depend on 
reciprocal action” and looked for “a more marked 
progress in the United States towards more lib- 


eral trade policies which would increase the 
dollar-earning opportunities of the rest of the 
world.” Mr. M. W. Holtrop, president of the 
Netherlands central bank, cited “the reappear- 
ance of rather strong ‘protectionist tendencies 
in the U.S.” as of “deep concern in the rest of 
the world”, but stressed more particularly the 
need of “a sound. and honest system of inter- 
national payments” to serve as a foundation for 
a balanced growth of international trade and 
deplored the “atmosphere of hesitancy and frus- 
tration” around many countries “standing on the 
edge of convertibility”. 


Speaking for the United States, Secretary of 
the Treasury George M. Humphrey applauded 
the progress achieved over the past year toward 
“our common objectives of a healthier and wider 
flow of trade and money” and emphasized the 
firm adherence of the Administration to the ob- 
jective — as stated by the President — “to obtain, 
in a manner that is consistent with our national 
security and profitable and equitable for all, the 
highest possible level of trade and the most ef- 
ficient use of capital and resources.” 


Secretary Humphrey went on to say: 


I think it is worthy to note how far the Trade Agree- 
ments Program of the United States has moved to reduce 
our tariffs and eliminate restrictions against imports 
through the negotiation of reciprocal agreements. During 
1953, only 45 per cent of the total value of our imports 
were subject to any import duties. Fifty-five per cent 
were duty free. The duties collected on our dutiable im- 
ports represented only 12 per cent of their value. To 
some extent, of course, the ratio of the duties collected 
to the value of imports reflects a rise in the prices of 
imported articles. Nevertheless, it is clear that the aver- 
age cost, to the rest of the world, of sending their goods 
to us is now comparatively low. 

The United States has taken and will continue to take 
its part in trying further_to remove unnecessary restric- 
tions on international trade under the program set forth 
by the President in his March 30 message to our Con- 
gress, and our most recent moves toward customs reform 
are another step in that direction. 

In view of the stronger international position of many 
other countries, we should reasonably look forward to 
gradual further lifting of their present restrictions on 
their trade with the rest of the world and with us. 

I think it is generally recognized that probably the 
greatest contribution which the United States can make 
to expanding and profitable international trade is a healthy 
and growing economy at a high level of activity here in 
the United States. -This helps sustain a high level of 
demand for the world’s goods and so fosters trade on a 
mutually beneficial basis. To sustain a high level of eco- 
nomic activity in this country is the keystone of our 


policy. 
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